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KEY ECONOMIC INDICATORS 


(In millions of U.S. dollars unless noted) 


Domestic Economy 
Population (millions) 


Population growth (%) 
GDP (rate of real growth) 
Gov't surplus or deficit 
as % of GDP 
Copper (thousands of 
metric tons) 
Cobalt (metric tons) 
Crude oi] (thousands 
of barrels) 
Coffee (metric tons) 
Money, Credit and Prices 
(millions of zaires) 
Money Supply 
credit to public sector 
credit to private sector 
Consumer price index % change 
London copper price 
(US cents per pound) 
Balance of Payments 
Total exports (FOB) 
Total imports (FOB) 
Trade balance 
Current account balance 
Foreign debt (yearend) 1 
—Debt service paid2 
—Debt service due3 
-Debt service paid as % of 
merchandise exports 
Foreign exchange reserves 
(yearend) 


Average exchange rate for year 


(zaires per US dollar) 


U.S.-Zaire Trade 
U.S.-exports to zaire (FAS) 
U.S. imports from Zaire (CIF) 
U.S. bilateral aid 

-Economic 

-Military 


1983 


30.0 
24 
0.8 


-1.1 


525 
9,600 


9,346 
63,363 


14,002 
10,252 
3,897 
76.0 


72.1 


1,776 
1.941 
-166 
-350 
4,100 
222 
633 


13.0 
80 

12.9 
70.0 
366.0 

39.4 


a 
7.3 


1984 


31.0 
3.1 
2.8 


-0.7 


490 
13,351 


12,000 
77,257 


18,792 

13,390 
5,947 
at 


62.5 


2,008 
1,878 
130 
-350 
4,440 
328 
807 


16.9 
137 

36.1 
82.0 
502.0 

56.8 


49.0 
7.8 


1.1 


490 
11,000 


12.000 
65 ,000 


23,925 
14,847 
9,687 
39.0 


65.0 


2,006 
1,887 
119 
-300 
4,500 
372 
786 


19.7 
189 
50.0 
102.0 
415.0 
64.4 


56.1 
8.3 


Principal U.S. exports (1985): mining and transport equipment, 
wheat and wheat flour, used clothing. 


Principal U.S. imports (1985): crude oil, zinc, copper. 


Sources: IMF, World Bank, Government of Zaire, U.S. Embassy 
Kinshasa, and U.S. Dept. of Commerce. 


1 Excluding IMF credit. 
2After rescheduling. 
3Before rescheduling. 


41985 data: U.S. Embassy estimates except for trade, money supply, 
credit and aid data. 





SUMMARY 


After three and a half years of rigorous economic reforms, 
Zaire--which the World Bank says has a GDP of just under $5 billion 
and a per capita income of $140--has improved its economic and 
financial situation, theoretically laid a good basis for economic 
recovery, and increased opportunities for U.S. business. 


As a result of a comprehensive economic reform program, launched in 
1983 with the support of the International Monetary Fund (IMF), 
conditions for doing business have improved. Foreign exchange for 
imports is now more easily available than in the past from 
commercial banks; foreign firms may repatriate profits; the exchange 
rate is determined by supply and demand in an active interbank 
market; prices have been decontrolled for the most part; inflation 
has slowed; growth in the budget deficit and money supply has fallen 
sharply; trade regulations have been liberalized; and progress has 
been made in reducing external payments arrears and in staying 
current on debt service obligations. 


These improved conditions and a more open and competitive business 
environment, as well as a reduced government role in the economy, 
have brightened prospects for sales of U.S. products, especially for 
industrial and agricultural projects, transport, and the medical and 
pharmaceutical sectors. 


The Zairian Government's focus on an enhanced role for private 
enterprise and a modest improvement in business conditions are 
resulting in a more favorable investment climate than at any time 
since the copper boom of the early 1970's. With support from 
Zairian authorities, an activist group of leading domestic 
entrepreneurs is seeking foreign partners for a wide variety of 
projects. With vast untapped agricultural and mineral resources, 
Zaire offers prospective investors a wide variety of potentially 
profitable opportunities. 


Zaire's ability to move its economy from stabilization to sustained 
economic growth will depend on its ability to mobilize substantial 
additional resources and to address the following major constraints: 
a heavy and growing external debt burden; dependence on primary 
commodity exports which do not have encouraging price prospects; 
outdated and deteriorating physical infrastructure; and an 
insufficient public investment program. 
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ZAIRE UNDERTAKES MAJOR ECONOMIC REFORMS 


Reform Program of 1983-85: In 1983, the Government of Zaire 
undertook a far reaching fiscal and monetary reform program to 
improve its economic and financial situation and generate a more 
open and competitive economy. 


During the late 1970's and early 1980's Zaire experienced severe 
economic problems for the following reasons: a sharp drop in the 
price of copper, its principal export commodity; the need to 
continue to service large foreign debts contracted to finance 
non-productive investment projects; the economic disruption 
resulting from the "Zairianization" or expropriation program of 
1974; and an over-valued exchange rate, high inflation, and large 
budget deficits. During this period the country's infrastructure 
progressively decayed. From being a food exporter, Zaire became a 
net importer of food as its plantations ceased to function and 
agricultural prices became increasingly distorted. In 1982 real 
gross domestic product (GDP) contracted by 2.2 percent, consumer 
prices rose at an annual rate of 37 percent, the overall balance of 
payments deficit after debt rescheduling reached $510 million, and 
arrears on external debt service payments were about $938 million. 
Zaire was widely recognized as a poor credit risk. 


On September 12, 1983 Zaire implemented an economic stabilization 
program to deal with this situation. The national currency, the 
Zaire, was significantly devalued, and an interbank market was 
established to determine the true value of the currency on the basis 
of supply and demand. In addition, except for petroleum products, 
public utilities, and transportation, most prices were 

decontrolled. Steps were taken to limit government expenditures and 
reduce the government deficit; the trade regime was liberalized and 
customs duties revised; a series of actions were initiated to reform 
the parastatals -(government-owned enterprises) and reduce their 
burden on the state budget; efforts were made to regularize external 
debt service payments and eliminate commercial arrears over time; 
and finally, the firststeps were taken to establish a domestic money 
market through the sale to the public of short-term Treasury bills. 


These measures enabled Zaire's economy to move firmly onto a 
stabilization path. The budget deficit, which was six percent of 
GDP in 1982, turned into a budget surplus (about one percent of GDP) 
in 1985; the external current account deficit (after rescheduling) 
declined from 4.8 percent of GDP in 1982 to 1.8 percent in 1985; and 
the rate of inflation, which soared to 76 percent in 1983, was 
reduced to 39 percent in 1985. Results in terms of economic growth 
were mixed. Following a real GDP decline of 2.2 percent in 1982, 
growth picked up in 1983 and reached 2.8 percent in 1984. According 
to preliminary estimates, GDP was up about 2.5 percent in 1985. 
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On the international front, Zaire's stabilization and adjustment 
efforts during the past three and a half years have been strongly 
supported by the International Monetary Fund, Zaire's bilateral and 
multilateral donors, and external creditors. 


Since December, 1983 Zaire has successfully completed two 15-month 
stand-by arrangements with the IMF under which it has secured SDR 
474.5 million in balance of payments support, including a loan from 
the Fund's Compensatory Financing Facility. To date, Zaire is 
current on its repayments to the IMF which, in May 1986; approved a 
new 22-month $322.1-million standby arrangement. The size and 
duration of the new facility reflect the IMF's satisfaction with 
Zaire's financial reforms and structural adjustment measures. 
Zaire's outstanding obligation to the IMF, excluding Trust Fund 
loans, now total $755.9-million. 


Zaire's official creditors also agreed last May, in the framework of 
the Paris Club, to a significant restructuring of 1983 arrears and 
debt service payments due in 1984, 1985 and 1986. Informal 
rescheduling arrangments were also negotiated with Zaire's 
commercial bank creditors in the London Club. Since 1983, Zaire has 
fulfilled on schedule its payment obligations to the Paris Club 
creditors. 


The rescheduling reduces external debt liabilities and frees 
available financial resources for economic growth. Zaire's total 
medium and long-term debt outstanding, IMF credit excluded, is about 
$4.7-billion--about two-thirds of which is owed to the Paris Club of 
Western creditor government, $350-million to the London Club 
commercial creditors, and the rest to creditors participating in 
neither the Paris nor London Clubs. These are the so-called 
"Kinshasa Club" creditors. 


Exchange Market Developments: The reform of the foreign exchange 
system was the centerpiece of the adjustment program of 1983. Prior 
to it, the zaire was significantly overvalued. The results were 
consistent shortages of hard currency at the official rate, which 
made it difficult for local industries to import necessary inputs 
and spare parts, prevented the repatriation of profits by overseas 
investors and multinationals, and gave rise to a "parallel" foreign 
exchange market where the Zaire sold at a fraction of its official 
value. On the eve of the currency reform, the official rate was 6 
zaires per dollar while on the parallel market a dollar sold for 30 
zaires. 
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The 1983 adjustment program led to a devaluation in the zaire of 
77.5 percent against the SDR followed by a phased institution of a 
floating exchange rate system determined by supply and demand. As a 
result, transactions on the parallel market declined substantially, 
the supply of foreign exchange at the official rate increased 
markedly, and traders can now readily purchase foreign exchange from 
commercial banks for import of necessary inputs. These improvements 
notwithstanding, restrictive monetary and fiscal policies still. make 
it difficult for many firms to muster the deposit in local currency 
the commercial.banks require to open a letter of. credit for. imports. 


Another major consequence of the exchange system reform is that, for 
the first time in a decade, companies with foreign participation are 
allowed to transfer dividends abroad. 


External Debt Burden: At the end of 1985, Zaire's medium and 
long-term debt outstanding totalled $4.5 billion, most of which is 
owed to bilateral government creditors (about 70 percent) while 
commercial banks account for only about 15 percent. 


Annual debt reschedulings have cut actual debt service payment in 
half, compared to contractual debt service due. However, it should 
be noted that conventional measures of debt service do not include 
IMF credits. If Fund charges and repurchases were added, Zaire's 
contractual debt service due in 1985, for example, would have 
totalled $948 million instead of $786 million and actual debt 
service paid in 1985 would have totalled $534 million, representing 


28 percent of merchandise exports, rather than the 19.7 percent or 
about $400-million as shown on page 2. 


Zaire has managed to stay current on all payments. In fact, because 
payments on external public debt and cash payments of external 
commercial arrears almost tripled from 1982 to 1985, the net 
resource inflow of some $265 million in 1982 turned into a net 
resource outflow averaging $71.5 million in 1984 and 1985. 


Budget: 


Zaire has taken a number of steps to increase revenues and reduce 
expenditures to bring budget deficits under control. From a deficit 
in 1982 equal to 6 percent of GDP, Zaire achieved a modest budgetary 
surplus in 1985. This progress was not achieved without 
considerable sacrifice in terms of drastic reductions in 
expenditures on public capital investment, goods and services, 
salaries for civil servants, and sales of public assets. 


The bugetary impact of Zaire's mounting debt burden was also 
marked. The local currency cost of external debt service payments 
increased substantially with the depreciation of the zaire. Public 
debt service, including reduction of arrears, rose from 11 percent 
of total government expenditures in 1982 to 56 percent in 1985. 





Money, Credit and Inflation: In 1982 Zaire was financing its large 
budget deficits by borrowing from the domestic banking sector, which 
in turn led to excessive growth in the money supply and rapid 
inflation. A key element of the 1983-85 stabilization program has 
been to control the growth of the money supply and inflation by 
progressively restricting credit expansion. Commercial bank credit 
as a ratio to GDP is now about half of what it was in 1978. In real 
terms, commercial bank credit to the private sector declined by 50 
percent in the six-year period ending December, 1984. In 1985 
credit available to the private sector within the credit ceilings 
agreed with the IMF increased considerably at the expense of the 
public sector and a further increase has been agreed for 1986. 


In addition to lifting controls on interest rates in 1983, the 
Zairian authorities also decided to establish a domestic money 
market in 1984 with the sale of new issues of short-term Treasury 
bills. In 1984 these bills were sold at annual interest rates of 
40-45 percent; in 1985 the rate declined to 30-35 percent. 


The effect of these various measures has been a sharp decrease in 
domestic liquidity, an increase in commercial bank deposit rates, 
and a lessening of pressure on the exchange rate and on prices. 


Reform of Public Enterprises: Inefficient publically-owned 
enterprises or parastatals have contributed to Zaire's troubled 
economic history and severely drained the public budget. Zaire is 
taking steps to reduce the role of the public sector in the economy 
and increase the efficiency of parastatals. 


In agriculture, a program of divestiture has led to the 
privatization of some parastatals and the elimination others. In 
the mining sector, Gecamines, the state-owned copper, zinc and 
cobalt producer, has benefitted from a major reorganization and new 
tax regime. This has allowed it to improve operations, retain 
control over its sales receipts, and increase its tax payments to 
the Government. Efforts are also being made to improve the 
operations and management of the parastatals in the key transport 
and utilities sectors. 


In 1985 a new national trading corporation, SONATRAD, was 
established to improve purchasing procedures of the major public 
enterprises. 
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Prospect for Sustained Growth: Zaire has indicated that it intends 
to continue its stabilization program with the support of the IMF, 
World Bank, and bilateral donors. This is commendable, especially 
since weak export prices and lower export earnings--which in 1985 
generated pressures on the balance of payments and led to a tight 
foreign exchange situation, a depreciation of the zaire and increase 
in inflation, slower growth in imports, and an adverse impact on 
overall economic growth--are expected to continue in 1986. 


Zaire's ability to consolidate the gains from its stabilization 
effort and translate them into sustained economic growth over the 
medium term depends on its being able to address the following major 
constraints: (a) a heavy external debt burden which is growing as a 
result of repeated reschedulings at market interest rates; (b) 
dependence on the export of primary commodities--copper, cobalt, 
oil, and coffee--which do not have encouraging price prospects; (c) 
outdated and deteriorating physical infrastructure; (d) a weak 


institutional environment; and (e) an insufficient public investment 
program. 


In the final analysis, if it is to move from stabilization to 
growth, Zaire will need to mobilize and invest substantial 
additional resources--externally as well as internally generated. 


New Investment Code. The new code promulgated last April is an 
important stop towards restoring investor confidence and mobilizing 


foreign capital. The code incorporates various existing tax 


benefits and introduces new ones. Fiscal advantages fall into three 
main categories. 


The first category applies to minimum investments of $170,000. 
These are given exception from some dividend tax, import tax and 
duty on certain items, and indirect duties and taxes--such as on 
turnover--as well as exception on tax on capital goods produced in 
Zaire. New firms will be exempt from professional income tax, and 
established firms will be given a reduction. 


The second category applies to investment over $8.5 million that not 
only comply with the general criteria (First Category) but are also 
of special importance to the country's development and offer 
long-term profitability. Advantages will be more favorable than 


those of the general category and will be negotiated on an ad hoc 
basis. 


The third applies to the Inga industrial free zone (ZOFI) and 
incorporates the benefits laid down in the law of April 2, 1981. In 
addition, benefits similar to those available in the general 
category are to be offered to small and medium-size firms. 
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Further advantages may be offered investors depending on the 
location of the enterprise, number of jobs generated, type of 
activity, training and promotion of local staff, export orientation 
and value added to local resources. 


Most of the benefits are available for five years, but may range 
from on to ten years and even longer for mining ventures. 
Repatriation of profits and earnings is guaranteed for foreign 
investors. 


The Bilateral Investment Treaty recently signed by the United States 
and Zaire also offers American investors additional guarantees in 
the area of transfer of profits, employment of necessary expatriate 
technical and managerial personnel, and dispute settlement. 


IMPLICATIONS FOR THE UNITED STATES 


Zaire' economic reform efforts earned it last June $80-million in 
foreign exchange credits from the International Development 
Association ($20-million) and the World Bank's special facility for 
sub-Sahara Africa (60-million). The money will be placed ina 
central bank account and then channeled through local commercial 
banks to private industry to finance the imports of spare parts and 
other essential imports. 


In addition, the bank has approved a $110-million loan to Gecamines, 
the state mining corporation, to help finance its five-year 
$700-million rehabilitation program. This loan will be used to 
replace old equipment, rehabilitate plant facilities, provide 
technical assistance and a series of studies to help improve 
organization and operation. 


This infusion of credit, combined with Zaire's own commitment under 
its 1986-1990 economic and social development plan, are boosting 
opportunities for U.S. export and service companies in the following 
specific sectors: 


Agriculture: food self-sufficiency, the promotion of industrial 
crops for export and agricultural raw materials, and forest 
exploitation--with average growth in this sector targeted at 4.5 
percent a year. 


Transport and Roads: The plan aims at the maintenance of 40,000 
kilometers of asphalted inter-regional roads, repair of 498 
kilometers and construction of 125 kilometers of asphalted 
inter-regional roads and 86 kilometers of national roads. Rail, 
Road, maritime river and lake infrastructure and equipment also are 
to be rehabilitated an modernized to cope with annual traffic growth 
of two percent. 
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Energy: Diesel thermal engines will be replaced with small 
hydroelectric power plants and other local energy sources. Energy 
distribution neworks will be expanded. 


Posts andTelecommunications; The number of telephones is to be 
increased by two percent a year and telex machines by 1.25 percent. 
The national center for radio transmission and television production 
will be modernized an extended to cover the entire country. New 
earth stations are to be installed to extend the national satellite 
telecommunications network, Rezatelstat. 


Mining: This sector is to be expanded by a targeted 1.5 percent a 
year, with plans for rehabilitation and diversification. Oi] 
exploration and development is to be expanded, more petroleum 
products produced domestically and their supply improved. 
Production, refining and distribution will be integrated. 


Industry: A masterplan for industrialization will bwe prepared, 
targeted on an annual average growth for the sector of eight percent. 


Health: This is a new and especially lucrative sector worth the 
bidding of American firms. Belgium has taken the lead in the 
construction of a 441-bed hospital in Kinshasa, projected to become 
Central Africa's largest, and England has begun work on a 
phamaceutical factory scheduled to produce huge amounts of tablets, 
capsules, powder vials, syrups, solutions and other items to meet 
Zaire's growing domestic needs. In addition, the 1986-1990 Plan 
aims to rehabilitate or establish 150 health zones and 2,800 health 
centers to help meet 60 percent of the country's health needs. 


Education: 167 primary and secondary schools are to be 
rehabilitated and 107 primary, secondary and professional 
institutions equipped and 54 new ones constructed. Several teacher 
training colleges and higher education institutes will be 
rehabilitated or constructed including Kinsangani University. 


Scientific Research and Technology: An active policy is to be 
defined and an inventory drawn up of national potential. 


Housing: A program for financing and promoting low-cost housing is 
to be developed. 


Water Distribution: Targets are to supply drinkable water to 70 
percent of the population in urban areas and 35 percent in rural 
areas, to rehabilitate and develop production and distribution 
systems and set up new centers countrywide. 
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The above does not mean that all projects will be realized. Only 37 
percent or 49 out of 133 investment projects listed in Zaire's 1985 
budget were eventually funded, either because of budgetary 
constraints or poor project management. Nonethless, substantive 
business may be expected under the 1986-1990 plan. U.S. firms which 
can best compete with traditional European suppliers in price, 
quality and delivery terms, and after-sales service may be ina 
position to participate. 


In addition, Zaire is likely to remain a net food importer for some 
time. Though much food is imported under the Food for Peace Program 
(PL-480), U.S. exporters should focus on the major private 
importer/distributors concentrated in Kinshasa and on the larger 
parastatal enterprises such as Gecamines, the copper and cobalt 
producer, for commercial sales. 


U.S. corporations invested heavily in Zaire, mostly in the early 
1970's. Those with significant investment include Gulf O11, General 
Motors, Goodyear, Continental Grain, Texaco and Mobil, Other U.S. 
companies are active in banking, hotels, car rental, accounting, 
consulting, data processing and law. These firms experienced 
difficulties during the past decade because of foreign exchange 
shortages and a difficult operating environment. However, with the 
economic progress recorded since the end of 1982, several companies 
are expanding their activities. In March, 1986 the Overseas Private 
Investment Corporation led an investment mission to Zaire. Several 


U.S. companies which participated in the mission are currently 
exploring investment opportunities in agri-business. 
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